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EO 11652: NA 
TAGS: EFIN 

SUBJECT: DRAFT TAX CONVENTION 

REF: MANILA 14371 

1 . INTENT OF PROPOSED CHANGE IS TO AVOID PRECEDENT OF 

A TREATY POLICY ON AIRLINE PROFITS OTHER THAN RECIPROCAL 
EXEMPTION, WHICH AIRLINES FEEL WOULD JEOPARDIZE THEIR 
POSITION IN MANY COUNTRIES IF AGREED TO. 

2. OPTION A WOULD NOT HAVE ANY EFFECT ON POSSIBLE IMPOSI- 
TION OF RETAILATORY TAXES BY U.S. POSSIBILITY OF RETALIA- 
TORY TAXES DOES EXIST IN U.S. LAW AS GOP DELEGATION UNDER- 
STANDS. IT EXISTS UNDER MARCH DRAFT AND WOULD REMAIN 
EVEN IF THE TREATY SAID THAT DOMESTIC LAW PREVAILS. PRO- 
POSED LANGUAGE WAS CAREFULLY DRAFTED AND CLEARED BY RELE- 
VANT OFFICES AT STATE, TREASURY, AND WITH AIR TRANSPORT 
ASSOCIATION, AND WE HOPE GOP CAN ACCEPT IT. 

3. OPTION B DOESN'T WORK BECAUSE, SINCE PHILIPPINE TAX 

IS DISCRIMINATORY AIRLINES MUST EITHER BE EXCLUDED FROM 
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ARTICLE. WE FIND A PROVISION SPECIFICALLY AUTHORIZING 
DISCRIMINATION AGAINST AIRLINES MORE OBJECTIONABLE THAN 
EXCLUDING AIR TRANSPORT PROFITS FROM THE CONVENTION AS 
PRESENT PROPOSAL DOES. 

4. IF GOP SIMPLY CANNOT ACCEPT PROPOSED PARA 2 WE COULD 
SUBSTITUTE: 

"(2) NOTHING IN THIS CONVENTION SHALL AFFECT THE RIGHT 
OF A CONTRACTING STATE TO TAX PROFITS DERIVED BY A 
RESIDENT OF THE OTHER CONTRACTING STATE FROM SOURCES WITHIN 
THE FIRST-MENTIONED CONTRACTING STATE FROM THE OPERA- 
TION OF AIRCRAFT IN INTERNATIONAL TRAFFIC." 

HOWEVER WE MUCH PREFER EARLIER PROPOSAL. 

5. WE ARE MOVING AHEAD WITH AUTHORIZATION FOR SIGNATURE. 

AS SOON AS WE HAVE GOP AGREEMENT TO ARTICLE 9, WE WILL 
COMPLETE PREPARATION OF U.S. AND GOP COPIES OF TREATY. 

THESE COPIES WILL BE HANDCARRIED TO MANILA. ROBINSON 
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